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SUBJECT: Repeal Miltistate Tax Conpact

SUMVARY

Under the Revenue and Taxation Code, this bill would repeal the existing state
| aw t hat adopted the Multistate Tax Conpact (Conpact), thereby allow ng
California to withdraw its menbership in the Miltistate Tax Conm ssion (MIC)

EFFECTI VE DATE

This bill would be effective January 1, 2000.

PROGRAM HI STORY/ BACKGROUND

The concept of the Conpact originated with the predecessor to the current
Federati on of Tax Administrators, the National Association of Attorneys General,
and the National Conference of State Legislators. The Conpact and its

adm ni strative body the MIC originally were fornmed to provide an organi zation for
collective action on tax matters by the states.

The Conpact becane operative in 1967 with its adoption by seven states.
California becane a nenber effective January 1, 1976.

The MIC facilitates proper determ nation of state tax liabilities; pronotes
uniformty and conpatibility in state tax systens through such efforts as node
regul ations, statutes, and guidelines; facilitates taxpayer conveni ence and

compl i ance; and works toward avoi dance of duplicative taxation. In addition, the
MIC provi des special prograns on contracted bases, such as the nexus and audit
prograns. In the incone tax area, the Uniform D vision of Incone for Tax

Pur poses (UDI TPA) was adopted as the primary charter.

Twenty-one states are Conpact Menbers: Al abama, Al aska, Arkansas, California,
Col orado, District of Colunbia, Hawaii, |daho, Kansas, Maine, M chigan

M nnesota, M ssouri, Mntana, New Mexico, North Dakota, O egon, South Dakot a,
Texas, Utah and Washington. Sovereignty Menber is Florida. |In addition, there
are 17 Associate Menbers and four Project Menmbers. The rights and privil eges of
t hese nmenbership classes are:

Compact Menber: Pays menbership dues and has full voting rights in the MIC
and its various conmittees. Receives special contracted program
services at cost.
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Soverei gnty Menber: Pays nenbership dues and receives special contracted
program servi ces at cost, but has not adopted the Conpact and, thus,
cannot vote in MIC proceedi ngs. However, a Sovereignty Menber can
participate and vote in various conmttees, such as uniformty, and
can participate or |lead task forces.

Associate Menber: Eligible to participate in all MIC special contracted
prograns and commttees. Has no vote. Pays the costs of the speci al
contracted prograns in which it participates plus a 15% surcharge for
adm ni strative costs.

Project Menber: Participates only in special contracted prograns. Has no
vote. Pays the cost of the special contracted prograns in which it
partici pates plus a 15% surcharge for adm nistrative costs.

The voting process in MICis tw-fold. For each issue voted upon, each voting
menber gets one vote and each nmenber gets weighted votes based on the popul ati on
in the menber state. For an issue to pass, it nust pass by a majority of both
vot e measur ements.

The Franchi se Tax Board (FTB) has taken various steps to reduce the departnent's
participation in the MIC prograns:

= |n 1989, the FTB significantly reduced participation in MIC audit services.

= |n Septenber 1996, the FTB resolved to notify the MIC not to include it in any
Nexus Program Bul | eti n.

= |n Cctober 1996, the FTB pronpted the MIC to anend its public participation
policy to basically incorporate a portion of the Bagl ey-Keene Open Meeting Act.

= Finally, on February 4, 1998, the FTB directed departnent staff to send a
letter to the MICto termnate the departnent's contract for the remaining
audit and nexus program services and to notify the MIC of the FTB s belief that
all MIC services should be provided to nenber states in return for the
menbership fee and that all non-nmenber states bear the full cost of services
provided to them by the MIC.

The Menbers of the Board of Equalization (BOE), in 1997, voted to continue to pay
MIC nenbership dues but to withdraw from participation in the MIC nexus program
However, because the MIC decided to waive for two years California's fees for the
nexus program both the BOE and FTB resuned sone participation in that program

SPECI FI C FI NDI NGS

Under existing law, California has adopted the Conmpact and is a voting Conpact
Menber of the MIC. The focus of MIC is taxation of nultistate and/or

mul ti nati onal corporations. The scope of the MIC includes corporate incone
taxes, franchi se taxes, sales and use taxes, and property taxes. MIC engages in
the follow ng activities:

= Litigation and | egal support activities.

= Lobbying activities in Washington D.C

= Pronotion of uniformtax |aws, regulations, and practices in states.

= Specific prograns and activities that address energing tax issues.

= (Operation of a joint audit programthat provides for a single audit covering
tax obligations of several states.
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The Conpact provides for allocation of MIC s budget one-tenth in equal shares and
nine-tenths in proportion to the tax revenues coll ected by the MIC nenbers. This
formula applies to the general administrative budget of the MIC. Currently,

Cal i fornia pays approxi mately $400,000 in annual dues to the MIC, which anounts
to roughly 30% of the entire adm nistrative MIC budget.

Speci fic additional program services, such as audit, nexus, and dispute
resolution, are provided by contract between the MIC and contracting states. For
exanpl e, a state only participates in the MIC budget for audit services to the
extent that state has the MIC performaudits for it. California significantly
reduced participation in MIC audit services in 1989 and currently partici pates
only in the nexus program

According to Attorney General Opinion No. 96-806, "[t]he only way for California
to withdraw from Comm ssi on nenbership would be for the Legislature to repeal the
statute enacting the Conpact. No provision of the Conpact allows for a state to
wi thdraw from the Comm ssion separate and apart fromw thdrawing fromthe
Compact. The latter must be acconplished by the enactnent of a state statute
repealing the Conpact." Further, "California remains liable for its Miltistate
Tax Conmi ssion assessnments chargeable to it prior to the tinme of its w thdrawal
fromthe Multistate Tax Conpact."

The justification for California entering into the MIC essentially was that MIC
was able to provide various prograns and features that California could not
accomplish on its owmn at that tinme. However, the departnent determ ned that
California' s interests could be better served through its own out-of-state
prograns. For instance, MIC collective audits have tended to not be acconplished
with the sanme high standards that California requires for its own audits. As a
result, with regard to franchise and inconme tax matters, California has ceased
participation in the MIC special audit program which is the programfrom which
nost of the revenue gains associated with FTB activities had been realized.

Al though California's interests could be better served by its own prograns that
mrror those provided by MIC, the anount that California pays in annua

menber ship dues to the MIC is significant.

This bill would withdraw California s nmenbership in the MIC by repealing the
existing state law that created the nultistate conpact.

Repeal of the Multistate Tax Conpact woul d w thdraw t he nmenbershi ps of both of
the state's tax agencies, the FTB and BOE. However, both organizations still
woul d be able to engage on a contractual basis in any of the MIC speci al
prograns, such as the nexus program

Pol i cy Consi derati ons

California continues to expend nearly $400, 000 (approxi mately $200, 000 each
for the FTB and the BCOE) annually in MIC dues but no | onger receives as much
benefit fromthe paynent of those dues because its interests would be better
served by its own out-of-state audit prograns. By withdrawing fromthe MIC,
the state woul d save significant anounts of noney annually and shoul d not
experi ence any significant formof revenue | oss.
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To the extent that California is involved in the special nexus program
provided by MIC, withdrawal of the state's MIC nmenbership would not affect
that invol venment, since all the MIC s special programs are open equally to
menbers and nonmenbers. However, w thdrawal from MIC nenbership woul d
forfeit the two year waiver of nexus programfees and 15% surcharge for
adm ni strative costs.

Wthdrawal from MIC would elimnate California s ability to influence the
substance of MIC recomrendati ons.

Al t hough wit hdrawal fromthe MIC woul d renove California' s right to vote on
MIC i ssues, once MIC nakes recommendati ons on those issues, California still
coul d choose whether to adopt those recommendations for its own purposes.

| npl ement ati on Consi deration

I mpl ementing this bill would not significantly affect the departnment’s
adm nistration of its progranms and operations.

| npact

BOARD

Depart nental Costs

Repeal of the Miultistate Tax Conpact and corresponding withdrawal as a
general nmenber of the MIC would result in savings fromcessation of nenber
dues in the approxi mate amount of $400, 000.

Tax Revenue Esti mate

Assum ng the state continues to participate in the MIC nexus program there
are no identified significant revenue inpacts from discontinui ng menbership
in the MIC

POSI T1 ON

Support.

At its Decenber 16, 1998, neeting, the Franchise Tax Board voted 2-0 to sponsor
this bill.



